NEWS RELEASE
Contact:

FOR RELEASE

Cline, DeVries & Allen, LLP today released an audit report on the City of Lamoni - Lamoni

Municipal Utilities, lowa.

The Utilities revenues totaled $1,868,722 for the six months ended June 30, 2005.
Revenues included $1,805,069 from charges for service, $16,964 from unrestricted investment
earnings and $46,689 from other general revenues.

Expenses for Utilities operations totaled $1,786,817. All expenses were for business type

activities.

A copy of the audit report is available for review in the Utilities office.
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CLINE, DEVRIES & ALLEN, LLP

CERTIFIED PUBLIC ACCOUNTANTS

316 S. Duff Suite B — PO Box 187 13375 University Ave, Suite 203
Ames, lowa 50010 Clive, lowa 50325
Phone:515-233-4060 FAX:515-233-3703 Phone:515-252-7141 FAX:515-252-7073

Independent Auditors’ Report

To the Honorable Mayor and
Members of the City Council:

We have audited the accompanying financial statements of the business type activities of
the City of Lamoni - Lamoni Municipal Utilities, lowa, as of and for the six months ended June 30,
2005, which collectively comprise the Utilities basic financial statements listed in the table of
contents. These financial statements are the responsibility of the City of Lamoni - Lamoni
Municipal Utilities management. Our responsibility is to express opinions on these financial
statements based on our audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards and
the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe our audit provides a reasonable basis for
our opinions.

As described in Note 1, these financial statements present only the Electric Utility, Gas
Utility, Water Utility and Sewer Utility Funds and are not intended to present fairly the financial
position and results of operations of the City of Lamoni in conformity with U.S. generally accepted
accounting principles.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the business type activities of the City of Lamoni -
Lamoni Municipal Utilities at June 30, 2005, and the respective changes in financial position and
cash flows, where applicable, for the six months then ended in conformity with U.S. generally
accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued our report dated
January 25, 2006 on our consideration of the City of Lamoni - Lamoni Municipal Utilities internal
control over financial reporting and our tests of its compliance with certain provisions of laws,
regulations, contracts and other matters. The purpose of that report is to describe the scope of
our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audit.

The City of Lamoni — Lamoni Municipal Utilities has not presented management’s discussion
and analysis which introduces the basic financial statements by presenting certain financial
information as well as management’'s analytical insights on that information that the
Governmental Accounting Standards Board has determined is necessary to supplement, although
not required to be part of, the basic financial statements.

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the City of Lamoni - Lamoni Municipal Utilities basic financial
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statements. We previously audited, in accordance with the standards referred to in the second
paragraph of this report, the financial statements for the three years ended December 31, 2004
(which are not presented herein) and expressed unqualified opinions on those financial
statements. Other supplementary information included in Schedules 1 through 3, is presented
for purposes of additional analysis and is not a required part of the basic financial statements.
Such information has been subjected to the auditing procedures applied in our audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

January 25, 2006
Ames, lowa
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Exhibit A

City of Lamoni - Lamoni Municipal Utilities
Statement of Net Assets

June 30, 2005

Business Type

Activities
Assets
Cash, cash equivalents and investments $ 730,480
Receivables:
Accounts - net 256,726
Unbilled usage 248,551
Interest 10,508
Due from other funds 125,000
Prepaid expenses 156,333
Inventories 134,199
Restricted assets:
Cash, cash equivalents and investments 34,757
Designated assets:
Cash, cash equivalents and investments 850,282
Capital assets (net of accumulated depreciation) 3,871,665
Total assets 6,418,501
Liabilities
Accounts payable 163,749
Accrued wages and benefits 164,428
Due to other funds 125,000
Other liabilities 101,625
Long-term debt:
Portion due or payable within one year:
Accrued revenue bond interest 671
Revenue bonds 35,000
Portion due or payable after one year:
Revenue bonds 40,000
Total liabilities 630,473
Net Assets
Contributions from other governments 196,272
Invested in capital assets, net of related debt 3,796,665
Restricted for:
Revenue bond sinking fund (5,243)
Unrestricted:
Designated for:
Future equipment purchases/capital
improvements 554,263
Insurance 20,850
Customer deposits 61,847
Revenue bond reserve fund 234,653
Undesignated 928,721
Total net assets $ 5,788,028

See notes to financial statements.




Exhibit B

City of Lamoni - Lamoni Municipal Utilities
Statement of Activities

Six months ended June 30, 2005

Net (Expense) Revenue and

Program Revenues Changes in Net Assets
Operating Grants, Capital Grants,
Contributions  Contributions Business Type
Charges for and Restricted and Restricted Activities
Expenses Service Interest Interest Total
Functions/Programs:
Business type activities:
Electric $ 899,342 933,494 - - 34,152
Water 229,397 552,378 - - 322,981
Sewer 135,568 212,995 - - 77,427
Gas 522,510 106,202 - - (416,308)
Total business type activities $ 1,786,817 1,805,069 - - 18,252
General revenues:
Unrestricted investment earnings 16,964
Rent 3,548
Miscellaneous 43,141
Total general revenues 63,653
Change in net assets 81,905
Net assets beginning of year 4,150,186
Prior period adjustment (note 16) 1,555,937
Net assets end of year $ 5,788,028

See notes to financial statements.
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Exhibit C

City of Lamoni - Lamoni Municipal Utilities

Assets
Current assets:
Cash, cash equivalents and investents
Receivables:
Accounts - net
Unbilled usage
Interest
Due from other funds
Prepaid expenses
Inventories
Total current assets

Restricted assets:
Cash, cash equivalents and investents

Property, plant and equipment
Land
Plant distribution systems
Vehides and equi prent
North woods lake
Computer mgpping
Hone pond water shed
Total property, plant and equipnent

Less accunulated depreciati on
Net property, plant andequipment
Other assets:
Designated assets:
Cash, cash equivalents and invest ments

Total assets

See notes to financial statements.

June 30, 2005

Statement of Net Assets
Proprietary Funds

Enterprise Funds
Electric Gas Water Sener Total
$ 286316 134,288 909,734 210,142 730480
155,064 52,160 33993 15509 256,726
184,506 16,939 31,893 15213 248551
2,395 2334 2,601 3,178 10508
- 125000 - - 125000
33,399 108,382 10,322 4,230 156,333
96488 7,781 25388 4542 134,199
758,168 446,834 203931 252814 1,661,797
34,757 - - - 34,757
3402 2575 126,496 4651 137,124
4,184,678 1,063,668 2,485,805 2,766,134 10500285
131618 127,045 67,301 42,006 367,970
- - 1,220,350 - 1,220,350
23537 16,235 6,423 2,792 48987
- - 36,500 - 36,500
4,343235 1,209,523 3942875 2815583 12311216
3,741,151 963481 2,555,053 1,179,866 8439551
602,084 246,042 1,387,822 1,635,717 3,871,665
127497 135691 358,366 228728 850,282
$ 1522506 828,617 1,950,119 2,117,259 6,418,501
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Exhibit C

City of Lamoni - Lamoni Municipal Utilities

Statement of Net Assets
Proprietary Funds

June 30, 2005

Enterprise Funds
Electric Gas Water Sewer Total
Liabilities and Fund Balances
Current liabilities:
Accounts payable $ 100492 52,031 8,032 3,194 163,749
Accrued wages and benefits 95,398 35,089 26,102 7,839 164,428
Due to other funds - - 125,000 - 125,000
Other liabilities 108,619 (7,694) 739 (39) 101,625
Total current liabili ties 304,509 79,426 159,873 10,994 554,802
Current liabilities payable from
restricted assets:
Accrued revenue bond interest 671 - - - 671
Revenue bonds 35,000 - - - 35,000
Total current liabilities payable from
restricted assets 35,671 - - - 35,671
Long-term debt:
Revenue bonds 40,000 - - - 40,000
Total liabilities 380,180 79,426 159,873 10,994 630,473
Fund equity:
Contributions from other governments 1,148 13,998 53,400 127,726 196,272
Fund balances:
Invested in capital assets, net of related debt 527,084 246,042 1,387,822 1,635,717 3,796,665
Restricted for revenue bond sinking fund (5,243 - - - (5,243
Unrestricted:
Designated for:
Future equipment purchases/capital
improvements 118,402 131,586 200,772 103,503 554,263
Insurance 9,095 4,105 5,828 1,822 20,850
Custoner deposits 61,847 - - - 61,847
Revenue bond reserve fund 40,000 - 71,250 123,403 234,653
Undesignated 389,993 353,460 71,174 114,094 928,721
Total fund balances 1,141,178 735,193 1,736,846 1,978,539 5,591,756
Total liabilities and fund balances $ 1522506 828,617 1,950,119 2,117,259 6,418,501
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Exhibit D

City of Lamoni - Lamoni Municipal Utilities

Statement of Revenues, Expenses and Changes in Fund Net Assets
Proprietary Funds

Six months ended June 30, 2005

Enterprise Funds

Electric Gas Water Sewer Total
Operating revenues:
Charges for service $ 933,494 552,378 212,995 106,202 1,805,069
Miscellaneous 36,038 2,506 2,880 1,717 43,141
Total operating revenues 969,532 554,884 215,875 107,919 1,848,210
Operating expenses:
Business type activities:
Plant operation 573,025 401,798 85,141 47,174 1,107,138
Distribution 68,098 15,918 13,190 9,134 106,340
Accounting and collection 34,646 18,943 11,688 4,105 69,382
Administration 177,005 71,883 45,321 14,482 308,691
Depreciation 42,964 13,968 68,856 60,673 186,461
Total operating expenses 895,738 522,510 224,196 135,568 1,778,012
Operating income 73,794 32,374 (8,321) (27,649) 70,198
Non-operating revenues (expenses)
Interest income 4,179 4,192 4,662 3,931 16,964
Rent income 1,423 65 2,039 21 3,548
Interest expense (3,604) - (5,201) - (8,805)
Total non-operating revenues (expenses) 1,998 4,257 1,500 3,952 11,707
Change in net assets 75,792 36,631 (6,821) (23,697) 81,905
Net assets beginning of year 1,066,534 712,560 1,206,770 1,164,322 4,150,186
Prior period adjustment (note 16) - - 590,297 965,640 1,555,937
Net assets end of year $ 1,142,326 749,191 1,790,246 2,106,265 5,788,028

See notes to financial statements.
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Exhibit E

City of Lamoni - Lamoni Municipal Utilities

Statement of Cash Flows

Proprietary Funds

Six months ended June 30, 2005

Cash flows from ope rating acti vities:
Cash received from customers and users
Cash received from other revenues
Cash paid for personal services
Cash paid to suppliers
Net cash provided by op erating activi ties

Cash flows from cap ital and related fi nancing activities:
Principal paid on revenue notes
Interest paid on revenue notes
Transfer to the City
Net cash used for capital and related financing activities

Cash flows from investing activities:
Acquisition of capital assets
Rent income
Interest on investments
Net cash provided by investing activities
Net increase (decrease) in cash, cash equivalents and investments

Cash, cash equivalents and investments beginning of year

Cash, cash equivalents and investments end of year

See notes to financial statements.

Enterprise Funds

Electric Gas Water Sewer Total
$ 832,175 689,613 203,295 103,570 1,828,653
36,038 2,506 2,880 1,717 43,141
(243,912) (80,345) (70,045) (45,054) (439,356)
(642,888) (371,690) (82,198) (30,546) (1,127,322)
(18,587) 240,084 53,932 29,687 305,116
(35,000) - - - (35,000)
(3,520) - - - (3,520)
- - (107,341) (60,920) (168,261)
(38,520) - (107,341) (60,920) (206,781)
(8,408) (2,638) (1,108) (597) (12,751)
1,423 65 2,039 21 3,548
4,523 3,440 3,994 5,067 17,024
(2,462) 867 4,925 4,491 17,024
(59,569) 240,951 (48,484) (26,742) 106,156
508,139 29,028 506,584 465,612 1,509,363
$ 448,570 269,979 458,100 438,870 1,615,519
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Exhibit E

City of Lamoni - Lamoni Municipal Utilities

Statement of Cash Flows
Proprietary Funds

Six months ended June 30, 2005

Reconciliation of operating income to net cash
provided by operating activities:
Operating income
Adjustments to reconcile net income (loss) to
net cash provided (used) by operating activities:
Depreciation
Changes in operating assets and liabilities:
Accounts receivable
Unbilled usage
Inventory and prepaid expenses
Accounts payable
Accrued payroll
Compensated absences
Other liabilities
Net cash provided (used) by operating activities

Reconciliation of cash, cash equivalents and
investments at year end to specific assets included
on the statement of net assets:

Current assets:

Cash, cash equivalents and investments
Restricted assets:

Cash, cash equivalents and investments
Designated assets:

Cash, cash equivalents and investments

Cash, cash equivalents and investments at year end

Enterprise Funds

Electric Gas Water Sewer Total
$ 73,794 32,374 (8,321) (27,649) 70,198
42,964 13,968 68,856 60,673 186,461
(4,710) 40,920 2,241 2,051 40,502
(96,609) 96,315 (12,941) (4,683) (16,918)
(53,350) 32,568 (5,624) (2,295) (28,701)
9,559 22,100 1,224 2,877 35,760
(2,295) (1,630) 704 13 (3,234)
22,641 12,632 6,274 (1,204) 40,343
(10,581) (9,163) 519 (70) (19,295)
$ (18,587) 240,084 53,932 29,687 305,116
$ 286,316 134,288 99,734 210,142 730,480
34,757 - - - 34,757
127,497 135,691 358,366 228,728 850,282
$ 448570 269,979 458,100 438,870 1,615,519
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City of Lamoni - Lamoni Municipal Utilities
Notes to Financial Statements

June 30, 2005

(1) Summary of Significant Accounting Policies
A. General

The accompanying financial statements include only the Electric Utility, Gas Utility,
Water Utility and Sewer Utility Funds of the City of Lamoni. Prior to January 1, 1994
Lamoni Municipal Utilities was considered a component unit of the City of Lamoni
which consisted of the Electric Utility, Gas Utility, Water Utility and Sewer Utility
Funds of the City of Lamoni and was governed by a separate Board of Trustees. As of
January 1, 1994, the Board of Trustees of Lamoni Municipal Utilties was officially
discontinued. As of that date, the Lamoni Municipal Utilities ceased to be a separate
legal entity and a component unit of the City of Lamoni. Lamoni Municipal Utilities
is now part of the City of Lamoni and is governed by the City Council. The Utilities
provides electric, gas, water and sewer service to the citizens of Lamoni, lowa. An
audit of the cash basis financial statements was performed on the City of Lamoni for
the year ended June 30, 2005. No portion of the financial information for the six
months ended June 30, 2005, has been included in these financial statements. A
copy of the City’s audited financial statements may be obtained from the City’s office.

A. Reporting Entity

For financial reporting purposes, the Lamoni Municipal Utilities has included all funds,
organizations, agencies, boards, commissions and authorities. The Utilities has also
considered all potential component units for which it is financially accountable and
other organizations for which the nature and significance of their relationship with
the Utilities are such that exclusion would cause the Utilities financial statements to
be misleading or incomplete. The Governmental Accounting Standards Board has set
forth criteria to be considered in determining financial accountability. These criteria
include appointing a voting majority of an organization’s governing body and (1) the
ability of the Utilities to impose its will on that organization or (2) the potential for the
organization to provide specific benefits to or impose specific financial burdens on the
Utilities. The Utilities has no component units which meet the Governmental
Accounting Standards Board criteria.

Jointly Governed Organizations

The Utilities participates in one jointly governed organization that provides goods or
services to the customers of the Utilities but does not meet the criteria of a joint
venture since there is no ongoing financial interest or responsibility by the
participating governments. One Utilities employee is a member of the South lowa
Municipal Electric Cooperative Association Board.

B. Basis of Presentation

Proprietary Fund Financial Statements - The Statement of Net Assets and the
Statement of Activities report information on all of the activities of the Utilities. For
the most part, the effect of interfund activity has been removed from these
statements.
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The Statement of Net Assets presents the Utilities assets and liabilities, with the
difference reported as net assets. Net assets are reported in three categories.

Invested in capital assets, net of related debt consists of capital assets,
net of accumulated depreciation and reduced by outstanding
balances for bonds and other debt attributable to the acquisition,
construction or improvement of those assets.

Restricted net assets result when constraints placed on net asset use
are either externally imposed or imposed by law through
constitutional provisions or enabling legislation.

Unrestricted net assets consist of net assets not meeting the definition
of the two preceding categories. Unrestricted net assets often have
constraints on resources imposed by management which can be
removed or modified.

The Statement of Activities demonstrates the degree to which the direct expenses of a
given function are offset by program revenues. Direct expenses are those clearly
identifiable with a specific function. Program revenues include 1) charges to
customers or applicants who purchase, use or directly benefit from goods, services or
privileges provided by a given function and 2) grants, contributions and interest
restricted to meeting the operational or capital requirements of a particular function.
Other items not properly included among program revenues are reported instead as
general revenues.

Fund Financial Statements - Separate financial statements are provided for
proprietary funds. Major individual proprietary funds are reported as separate
columns in the fund financial statements.

The Utilities reports the following major proprietary funds:
Enterprise:

The Electric Fund is used to account for the operation and
maintenance of the Utilities electric system.

The Water Fund is used to account for the operation and maintenance
of the Utilities water system.

The Sewer Fund is used to account for the operation and maintenance
of the Utilities sewer system.

The Gas Fund is used to account for the operation and maintenance of
the Utilities gas system.

Measurement Focus and Basis of Accounting

The proprietary fund financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. Revenues are recorded
when earned and expenses are recorded when a liability is incurred, regardless of
the timing of related cash flows.

Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, principal and interest on long-term debt, claims and
judgments and compensated absences are recognized as expenditures only when
payment is due.
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The proprietary funds of the Utilities apply all applicable GASB pronouncements, as
well as the following pronouncements issued on or before November 30, 1989, unless
these pronouncements conflict with or contradict GASB pronouncements: Financial
Accounting Standards Board Statements and Interpretations, Accounting Principles
Board Opinions and Accounting Research Bulletins of the Committee on Accounting
Procedure.

Proprietary funds distinguish operating revenues and expenses from non-operating
items. Operating revenues and expenses generally result from providing services
and producing and delivering goods in connection with a proprietary fund’s principal
ongoing operations. The principal operating revenues of the Utilities Enterprise
Funds are charges to customers for sales and services. Operating expenses for
Enterprise Funds include the cost of sales and services, administrative expenses and
depreciation on capital assets. All revenues and expenses not meeting this definition
are reported as non-operating revenues and expenses.

D. Assets, Liabilities and Fund Equity

The following accounting policies are followed in preparing the financial statements:

Cash, Cash Equivalents and Investments — The cash balances of most Utilities
funds are pooled and invested. Interest earned on investments is recorded in
the appropriate Enterprise Fund. Investments consist of non-negotiable
certificates of deposit which are stated at cost.

For purposes of the statement of cash flows, all short-term cash investments
that are highly liquid (including restricted assets) are considered to be cash
equivalents. Cash equivalents are readily convertible to known amounts of
cash and, at the day of purchase, have a maturity date no longer than three
months.

Customer Accounts and Unbilled Usage — Accounts receivable are recorded in
the Enterprise Funds at the time the service is billed. The allowance for
uncollectible accounts at June 30, 2005 was $8,000. Unbilled usage for
service consumed between periodic scheduled billing dates is estimated and is
recognized as revenue in the period in which the service is provided.

Due from and Due to Other Funds — During the course of their operations, the
Electric Utility, Gas Utility, Water Utility and Sewer Utility Funds had
transactions between funds. To the extent certain transactions between funds
had not been paid or received as of June 30, 2005, balances of interfund
amounts receivable or payable have been recorded in the fund financial
statements.

Inventories — Inventories are valued at the lower of cost (using the first-in/first-
out method) or market. Inventories in the Enterprise Funds consist of
materials and supplies. Inventories are recorded as expenses when consumed
rather than when purchased.

Designated Assets — Funds set aside for payment of Enterprise Fund capital
assets, insurance and debt. Other designated assets include customer
deposits designated for refund to customers.
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Restricted Assets — Funds set aside for payment of Enterprise Fund revenue
notes are classified as restricted assets since their use is restricted by
applicable bond resolutions.

Capital Assets — Capital assets, which include property, equipment and vehicles
are reported in the applicable business type activities columns in the
Statement of Net Assets. Capital assets are recorded at historical cost if
purchased or constructed. The costs of normal maintenance and repair not
adding to the value of the asset or materially extending asset lives are not
capitalized. Reportable capital assets are defined by the Utilities as assets
with estimated useful lives in excess of five years.

Capital assets of the Utilities are depreciated using the straight line method over
the following estimated useful lives:

Estimated

Useful Lives
Asset Class (In Years)
Plant and distribution systems 20-50 years
Vehicles and equipment 5-10 years

Compensated Absences — Utilities employees accumulate a limited amount of
earned but unused vacation and sick leave hours for subsequent use or for
payment upon termination, death or retirement. A liability is recorded when
incurred in the proprietary fund financial statements. The compensated
absences liability has been computed based on rates of pay in effect at June
30, 2005.

Long-term Liabilities — In the proprietary fund financial statements, long-term
debt and other long-term obligations are reported as liabilities in the
applicable business type activities column in the Statement of Net Assets.

Fund Equity — In the proprietary fund financial statements, reservations of fund
balance are reported for amounts that are not available for appropriation or
are legally restricted by outside parties for use for a specific purpose.
Designations of fund balance represent tentative management plans that are
subject to change.

Cash and Pooled Investments

The Utilities deposits in banks at June 30, 2005 were entirely covered by federal
depository insurance or by the State Sinking Fund in accordance with Chapter 12C of
the Code of lowa. This chapter provides for additional assessments against the
depositories to insure there will be no loss of public funds.

The City of Lamoni — Lamoni Municipal Utilities is authorized by statute to invest public
funds in obligations of the United States government, its agencies and instrumentalities;
certificates of deposit or other evidences of deposit at federally insured depository
institutions approved by the City Council; prime eligible bankers acceptances; certain
high rated commercial paper; perfected repurchase agreements; certain registered open-
end management investment companies; certain joint investment trusts; and warrants or
improvement certificates of a drainage district.

The Utilities had no investments meeting the disclosure requirements of Governmental
Accounting Standards Board Statement No. 40.
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3)

(4)

Interest rate risk — The Utilities’ investment policy limits the investment of operating funds
(funds expected to be expended in the current budget year or within 15 months of
receipt) in instruments that mature within 397 days. Funds not identified as operating
funds may be invested in investments with maturities longer than 397 days but the
maturities shall be consistent with the needs and use of the Utilities.

Credit risk — The Utilities’ investment in the lowa Public Agency Investment Trust is

unrated.

Capital Assets

Capital assets activity for the six months ended June 30, 2005 was as follows:

Capital assets not being depreciated:
Land
Total capital assets not being depreciated

Capital assets being depreciated:
Plant distribution systems

Vehicles and equipment

North woods lake

Computer mapping

Home pond water shed

Total capital assets being depreciated

Less accumulated depreciation for:
Plant distribution systems
Vehicles and equipment

North woods lake

Computer mapping

Home pond water shed

Total accumu lated depreciation

Total capital assets being depreciated, net

Total capital assets, net

Balance Balance
Beginning End

of Year Increases Decreases of Year
137,124 - - 137,124
137,124 - - 137,124
10,496,063 4,222 - 10,500,285
359,441 8,529 - 367,970
1,220,350 - - 1,220,350
48,987 - - 48,987
36,500 - - 36,500
12,161,341 12,751 - 12,174,092
7,341,271 154,185 - 7,495,456
357,579 1,101 - 358,680
497,067 30,508 - 527,575
48,987 - - 48,987
8,186 667 - 8,853
8,253,090 186,461 - 8,439,551
3,908,251 (173,710) - 3,734,541
$ 4,045,375 (173,710) - 3,871,665

Depreciation expense was charged to functions of the Utilities as follows:

Business type activities:
Electric
Gas
Water
Sewer

Total depreciation expense - business type activities

Changes in Long-Term Liabilities

42,964
13,968
68,856
60,673

$ 186,461

A summary of changes in long-term liabilities for the six months ended June 30, 2005 is

as follows:
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Balance

Beginning Balance Due
of Year, End Within
as restated INncreases Decreases of Year One Year
Revenue Bonds $ 110,000 - 35,000 75,000 35,000

Revenue bonds

One issue of unmatured revenue bonds, totaling $75,000 is outstanding at June 30, 2005.
These bonds bear interest at rates of 4.00-7.00% and mature in varying annual amounts
ranging from $35,000 to $40,000, with the final maturity due in the year ending
June 30, 2007.

The resolution providing for the issuance of the electric revenue bonds includes the
following provisions:

(&) The bonds will only be redeemed from the future earnings of the enterprise
activity and the bond holders hold a lien on the future earnings of the
funds.

(b) Sufficient monthly transfers shall be made to a separate electric revenue
bond sinking account for the purpose of making the bond principal and
interest payments when due.

(c) $39,000 is required to be maintained in an electric revenue bond reserve
account. The account is restricted for the purpose of paying the bond
principal and interest payments whenever, for any reason, the funds in the
electric revenue bond sinking account is insufficient to pay such principal
and interest when due.

During the six months ended June 30, 2005, the Utilities was not in compliance with
the revenue bond provisions.

Details of revenue bonds payable at June 30, 2005 are as follows:

Amount
Date of Interest Final Due Annual Originally Outstanding
Business type activit ies: Issue Rates Date Payments Issued June 30, 2005
Revenue bonds:
Electric Reve nue Bonds Junel,1992 4.00-7.00% Junel, 2007 $35,000-40,000 $ 400,000 $ 75,000

A summary of the annual revenue bonds principal and interest requirements to
maturity is as follows:

Year Electric
Ending Revenue
June 30, Bonds Interest
2006 $ 35,000 3,680
2007 40,000 1,280
Total $ 75,000 4,960
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Due From and Due to Other Funds

The detail of interfund receivables and payables at June 30, 2005 is as follows:

Receivable Fund Payable Fund Amount
Gas Water $ 125,000

Pension and Retirement Benefits

The Utilities contributes to the lowa Public Employees Retirement System (IPERS), which
is a cost-sharing multiple-employer defined benefit pension plan administered by the
State of lowa. IPERS provides retirement and death benefits which are established by
state statute to plan members and beneficiaries. IPERS issues a publicly available
financial report that includes financial statements and required supplementary
information. The report may be obtained by writing to IPERS, P.O. Box 9117, Des
Moines, lowa, 50306-9117.

Plan members are required to contribute 3.70% of their annual covered salary and the
Utilities is required to contribute 5.75% of annual covered payroll. Contribution
requirements are established by state statute. The Utilities contributions to IPERS for
the six months ended June 30, 2005 and the years ended December 31, 2004 and 2003
were $16,640, $31,781 and $31,369, respectively, equal to the required contributions for
each period.

Interest Cost

During the six months ended June 30, 2005, no interest costs were capitalized since there
were no qualifying assets. Interest cost incurred and charged to expenses for the six
months ended June 30, 2005 totaled $8,805.

Workers’ Compensation

The City of Lamoni — Lamoni Municipal Utilities is a member of the lowa Municipalities
Workers’ Compensation Association (IMWCA) which provides workers’ compensation
coverage to its members. On June 15, 1988, the IMWCA issued $33 million in bonds
and used the proceeds to create a claims payment fund. The members own an interest
of the assets of the claims payment fund. The general obligation debt was retired in past
years.

Risk Management

The Utilities is exposed to various risks of loss related to torts; theft, damage to and
destruction of assets; errors and omissions; injuries to employees; and natural disasters.
These risks are covered by the purchase of commercial insurance. The Utilities assumes
liability for any deductibles and claims in excess of coverage limitations. Settled claims
from these risks have not exceeded commercial insurance coverage in any of the past
three years.

State Revolving Fund (SRF) Loan

During the year ended December 31, 2001, the Utilities received $298,000 from the lowa
Department of Natural Resources Drinking Water State Revolving Fund loan program.
The loan was made to the City of Lamoni and the City passed the money through to the
Utilities for their water improvement project. The Utilities will repay the loan to the City
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who will repay the loan program. It is the sole responsibility of the City of Lamoni to
repay the loan because it is a general obligation of the City.

Water Revenue Refunding Bonds

During the year ended December 31, 2004, the Utilities received $700,000 to refund the
1993 Water Revenue Bonds. The bond proceeds were received directly by the Utilities,
but the loan agreement is in the name of the City of Lamoni. The Utilities will make
payments on the bonds to the City who will repay the lender. The loan is to be paid from
the revenues of the Utilities and does not represent a general obligation of the City.

State Revolving Fund (SRF) Loan

During the year ended December 31, 2002, the Utilities received $594,000 and $514,000
from the lowa Department of Natural Resources Sewage Treatment Works Financing
Program. The loan was made to the City of Lamoni and the City passed the money
through to the Utilities for their wastewater treatment system project. The Utilities will
repay the loan to the City who will repay the loan program. The loan is to be paid from
the revenues of the Utilities and does not represent a general obligation of the City.

Related Party Transactions

The Utilities had no business transactions between the Utilities and City officials during
the six months ended June 30, 2005.

Contributions From Other Governments

Contributions restricted for capital assets are credited directly to contributions.
Depreciation recognized on the capital assets acquired or constructed through
contributions is offset against contributions.

Subsequent Events

In December 2005, the City Council approved resolutions to convert Lamoni Municipal
Utilities to the cash basis of accounting and to a fiscal year end of June 30, commencing
on July 1, 2005.

Prior Period Adjustment

The 2002 SRF Loans and the 2005 Water Revenue Bonds were previously recorded as a
liability of the Utilities; however, these debt issues are in the name of the City of Lamoni
and do not represent a liability of the Utilities only. An adjustment has been made to
remove the debt from the beginning long-term debt and net assets accounts in the Water
Utility and Sewer Utility Funds to correct this misstatement.
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Schedule 1

City of Lamoni — Lamoni Municipal Utilities

Schedule of Property, Plant and Equipment

Cost:

Land
Plant and improvements
Plant production equipment
Engineering service
Distribution system
Distribution system extensions
Interconnection
Mobile equipment
Office equipment
Tools
North woods lake
Computer mapping
Home pond watershed

Total

Accumulated depreciation:
Plant and improvements
Plant production equipment
Engineering service
Distribution system
Distribution system extensions
Interconnection
Mobile equipment
Office equipment
Tools
North woods lake
Computer mapping
Home pond watershed

Total

June 30, 2005

Electric Gas Water Sewer
Utility Utility Utility Utility
Fund Fund Fund Fund Total
$ 3,402 2,575 126,496 4,651 137,124
915,890 108,451 944,088 1,577,711 3,546,140
918,892 66,081 290,194 267,884 1,543,051
22,681 - - - 22,681
445,924 228,094 204,155 21,133 899,306
1,799,405 661,043 1,047,368 899,406 4,407,222
81,886 - - - 81,886
39,224 60,474 31,233 21,703 152,634
77,943 41,843 26,381 15,416 161,583
14,451 24,727 9,687 4,887 53,752
- - 1,220,350 - 1,220,350
23,537 16,235 6,423 2,792 48,987
- - 36,500 - 36,500
$4,343,235 1,209,523 3,942,875 2,815,583 12,311,216
$ 613,001 72,474 706,962 212,576 1,605,013
889,608 57,041 266,069 250,825 1,463,543
22,681 - - - 22,681
399,291 214,922 149,940 15,762 779,915
1,584,523 478,227 823,139 656,529 3,542,418
81,886 - - - 81,886
39,225 60,474 31,233 21,703 152,635
73,477 39,411 25,304 14,843 153,035
13,922 24,697 9,555 4,836 53,010
- - 527,575 - 527,575
23,537 16,235 6,423 2,792 48,987
- - 8,853 - 8,853
$ 3,741,151 963,481 2,555,053 1,179,866 8,439,551

See accompanying independent auditors’ report.
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Schedule 2

City of Lamoni — Lamoni Municipal Utilities
Schedule of Operating Revenues

Six months ended June 30, 2005

Electric Gas Water Sewer
Utility Utility Utility Utility
Fund Fund Fund Fund Total
Charges for service:

Electric and gas:
Residential $ 419,294 330,809 - - 750,103
Commercial 411,666 107,163 - - 518,829
Power 70,740 37,979 - - 108,719
Rural 27,678 - - - 27,678
Security lights 4,116 - - - 4,116
Interruptible - 61,057 - - 61,057
Transportation - 15,370 - - 15,370
Water - - 212,995 - 212,995
Sewer rental - - - 106,202 106,202
933,494 552,378 212,995 106,202 1,805,069

Miscellaneous:

Discounts and penalties 429 675 149 80 1,333
Merchandise sales and services 323 14 8 - 345
Miscellaneous 35,286 1,817 2,723 1,637 41,463
36,038 2,506 2,880 1,717 43,141
Total operating revenues $ 969,532 554,884 215,875 107,919 1,848,210

See accompanying independent auditors’ report.
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Schedule 3

City of Lamoni — Lamoni Municipal Utilities
Schedule of Operating Expenses

Six months ended June 30, 2005

Electric Gas Water Sewer
Utility Utility Utility Utility
Fund Fund Fund Fund Total
Plant operation:
Operation:
Supervision and labor $ 55,214 - 21,633 18,549 95,396
Purchased power 479,078 - - - 479,078
Fuel 10,260 395,094 - - 405,354
Utilities 6,319 1,128 12,117 12,071 31,635
Chemicals - - 29,005 - 29,005
Supplies 1,457 238 1,901 983 4,579
Insurance 16,285 3,282 6,747 2,655 28,969
Miscellaneous 157 - 2,965 2,649 5771
568,770 399,742 74,368 36,907 1,079,787
Maintenance:
Labor 3,295 1,913 5,694 3,724 14,626
Materials and contract labor 960 143 5,079 6,543 12,725
4,255 2,056 10,773 10,267 27,351
Total plant operation $ 573,025 401,798 85,141 47,174 1,107,138
Distribution:
Operation:
Supervision and labor $ 16,705 9,533 6,174 3,142 35,554
Truck and equipment 5,065 1,859 1,139 929 8,992
Supplies 1,944 293 491 60 2,788
Insurance 628 297 149 80 1,154
Property taxes 15,814 487 - - 16,301
Miscellaneous 783 657 188 341 1,969
40,939 13,126 8,141 4,552 66,758
Maintenance:
Labor 18,377 1,030 3,141 2,309 24,857
Materials and contract labor 8,782 1,762 1,908 2,273 14,725
27,159 2,792 5,049 4,582 39,582
Total distribution $ 68,098 15,918 13,190 9,134 106,340

See accompanying independent auditors’ report.
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Schedule 3

City of Lamoni — Lamoni Municipal Utilities
Schedule of Operating Expenses

Six months ended June 30, 2005

Electric Gas Water Sewer
Utility Utility Utility Utility
Fund Fund Fund Fund Total
Accounting and collection:
Salaries and wages $ 21,010 10,116 5,073 2,706 38,905
Meter reading labor 3,982 4,286 4,062 - 12,330
Office supplies 2,393 1,198 576 310 4,477
Telephone 1,914 766 689 394 3,763
Professional fees and contracts 5,183 2,496 1,248 672 9,599
Miscellaneous 164 81 40 23 308
Total accounting and collection $ 34,646 18,943 11,688 4,105 69,382
Administration:

Salaries and wages $ 14351 6,973 3,456 1,817 26,597
FICA and IPERS 20,335 6,222 7,213 4,672 38,442
Council fees 150 150 150 150 600

Administrative publications
and memberships 4,958 2,334 428 49 7,769
Health and life i nsurance 71,148 29,070 10,460 6,016 116,694
Use tax expense 608 156 - 165 929
Employee education and travel 2,413 4,356 1,236 576 8,581

Holiday, vacation, personal,
sick and emergency leave 38,212 21,419 9,725 710 70,066

Inventory control, materials
and labor 1,629 785 392 192 2,998
City payment 16,128 - - - 16,128
City street lighting 6,000 - - - 6,000
Miscellaneous 1,073 418 12,261 135 13,887
Total administration $ 177,005 71,883 45,321 14,482 308,691
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Independent Auditors’ Report on Internal Control over
Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards
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CLINE, DEVRIES & ALLEN, LLP

CERTIFIED PUBLIC ACCOUNTANTS

316 S. Duff Suite B — PO Box 187 13375 University Ave, Suite 203
Ames, lowa 50010 Clive, lowa 50325
Phone:515-233-4060 FAX:515-233-3703 Phone:515-252-7141 FAX:515-252-7073

Independent Auditors’ Report on Internal Control over Financial Reporting and on Compliance
and Other Matters
Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards

To the Honorable Mayor and
Members of the City Council:

We have audited the accompanying financial statements of the business type activities of
the City of Lamoni - Lamoni Municipal Utilities, lowa, as of and for the six months ended June 30,
2005, and have issued our report thereon dated January 25, 2006. We conducted our audit in
accordance with U.S. generally accepted auditing standards and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General
of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City of Lamoni - Lamoni Municipal
Utilities’ internal control over financial reporting in order to determine our auditing procedures for
the purpose of expressing our opinions on the financial statements and not to provide an opinion
on the internal control over financial reporting. However, we noted certain matters involving the
internal control over financial reporting and its operation that we consider to be reportable
conditions. Reportable conditions involve matters coming to our attention relating to significant
deficiencies in the design or operation of the internal control over financial reporting that, in our
judgment, could adversely affect the City of Lamoni - Lamoni Municipal Utilities’ ability to record,
process, summarize and report financial data consistent with the assertions of management in the
financial statements. Reportable conditions are described in Part Il of the accompanying
Schedule of Findings.

A material weakness is a condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements
caused by error or fraud in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. Our consideration of the internal control over
financial reporting would not necessarily disclose all matters in the internal control that might be
reportable conditions and, accordingly, would not necessarily disclose all reportable conditions
that are also considered to be material weaknesses. However, of the reportable conditions
described above, we believe items 11-A-05 and 11-B-05 are material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Lamoni - Lamoni
Municipal Utilities financial statements are free of material misstatement, we performed tests of
its compliance with certain provisions of laws, regulations and contracts, non-compliance with
which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our
tests disclosed no instances of non-compliance or other matters that are required to be reported
under Government Auditing Standards. However, we noted certain immaterial instances of non-
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compliance or other matters that are described in Part Ill of the accompanying Schedule of
Findings.

Comments involving statutory and other legal matters about the Utilities operations for the
six months ended June 30, 2005 are based exclusively on knowledge obtained from procedures
performed during our audit of the financial statements of the Utilities. Since our audit was based
on tests and samples, not all transactions that might have had an impact on the comments were
necessarily audited. The comments involving statutory and other legal matters are not intended
to constitute legal interpretations of those statutes.

This report, a public record by law, is intended solely for the information and use of the
officials, employees and citizens of the City of Lamoni - Lamoni Municipal Utilities and other
parties to whom the City of Lamoni - Lamoni Municipal Utilities may report. This report is not
intended to be and should not be used by anyone other than these specified parties.

We would like to acknowledge the many courtesies and assistance extended to us by
personnel of the City of Lamoni - Lamoni Municipal Utilities during the course of our audit.
Should you have any questions concerning any of the above matters, we shall be pleased to
discuss them with you at your convenience.

January 25, 2006
Ames, lowa
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City of Lamoni - Lamoni Municipal Utilities
Schedule of Findings

Six months ended June 30, 2005

Part I: Summary of the Independent Auditors’ Results:

(&) Unqualified opinions were issued on the financial statements.

(b) Reportable conditions in internal control over financial reporting were disclosed by the
audit of the financial statements, one of which is considered to be a material
weakness.

(c) The audit did not disclose any non-compliance which is material to the financial
statements.
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City of Lamoni - Lamoni Municipal Utilities
Schedule of Findings

Six months ended June 30, 2005

Part Il: Findings Related to the Financial Statements:

INSTANCES OF NON-COMPLIANCE:

No matters were noted.

REPORTABLE CONDITIONS:

11-A-05

11-B-05

Segregation of Duties - One important aspect of internal control is the segregation of
duties among employees to prevent an individual employee from handling duties
which are incompatible. We noted that certain functions are not entirely segregated.

Recommendation - We realize that with a limited number of office employees,
segregation of duties is difficult. However, the City of Lamoni - Lamoni Municipal
Utilities should review its control procedures to obtain the maximum internal control
possible under the circumstances.

Response - We will review the procedures as suggested.

Conclusion - Response acknowledged. The City of Lamoni - Lamoni Municipal

Utilities should segregate duties to the extent possible with existing personnel and
utilize administrative personnel to provide additional control through review of
financial transactions and reports.

Dual Signatures - Although the City Council approved a policy requiring dual
signatures on all Utilities checks issued over $25,000, we noted that the Utilities did
not always use dual signatures as required.

Recommendation - The Utilities should comply with the policy and use dual
signatures on all checks issued over $25,000.

Response — We will do so.

Conclusion - Response accepted.
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City of Lamoni - Lamoni Municipal Utilities
Schedule of Findings

Six months ended June 30, 2005

Part 111: Other Findings Related to Required Statutory Reporting:

I11-A-05

I11-B-05

I11-C-05

1I11-D-05

I1-E-05

I11-F-05

11-G-05

I1-H-05

Official Depositories — A resolution naming official depositories has been approved
by the City Council. The maximum deposit amounts stated in the resolution
were not exceeded during the six months ended June 30, 2005.

Questionable Disbursements - Certain disbursements were noted that may not
meet the requirements of public purpose as defined in an Attorney General’s
opinion dated April 25, 1979 since the public benefits to be derived have not
been clearly documented. These disbursements noted were for refreshments.

According to the opinion, it is possible for such disbursements to meet the test of
serving a public purpose under certain circumstances, although such items will
certainly be subject to a deserved close scrutiny. The line to be drawn between
a proper and an improper purpose is very thin.

Recommendation - The Council should determine and document the public
purpose served by these disbursements before authorizing any further
payments. If this practice is continued, the Utilities should establish written
policies and procedures, including the requirement for proper documentation.

Response — We will comply with this recommendation.
Conclusion - Response accepted.

Travel Expense — No disbursements of Utilities money for travel expenses of
spouses of Utilities employees were noted.

Business Transactions — No business transactions between the Utilities and
Utilities employees or City officials were noted.

Bond Coverage — Surety bond coverage of Utilities employees is in accordance with
statutory provisions. The amount of coverage should be reviewed annually to
insure the coverage is adequate for current operations.

Council Minutes — No transactions were found that we believe should have been
approved in the Council minutes but were not.

Deposits and Investments — No instances of non-compliance with the deposit and
investment provisions of Chapters 12B and 12C of the Code of lowa and the
Utilities investment policy were noted.

Revenue Bonds - The resolution providing for the issuance of the 1992 electric
revenue bonds requires that monthly transfers be made to an electric revenue
bond sinking account until the minimum balance is met. This account is below
the minimum required balance by approximately $8,560 at June 30, 2005.

Recommendation — The Utilities should make the necessary transfers to bring the
electric revenue bond sinking account to the required balance.

Response — We will do so.
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City of Lamoni - Lamoni Municipal Utilities
Schedule of Findings

Six months ended June 30, 2005

Conclusion - Response accepted.

I1I-1-05 Outstanding Checks — Per Chapter 556.11 of the Code of lowa, checks that are
still outstanding after three years should be reported to the State Treasurer
annually by November 1st. The Utilities did not do this.

Recommendation - The Utilities should comply with Chapter 556.11 of the Code of
lowa.

Response — We will do so.

Conclusion - Response accepted.
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